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COMMENTS OF PACIFIC GAS AND ELECTRIC COMPANY ON UNBUNDLING OF DISTRIBUTION SERVICES





	


	Pursuant to the Commission’s request in Decision 96-10-074, Pacific Gas and Electric Company (PG&E) submits these comments on distribution unbundling issues.  PG&E’s comments can be summarized as follows:


	PG&E recognizes that the long term success of direct access may be enhanced by the eventual provision of certain “revenue-cycle” functions by non-monopoly providers.  Over time, as the new electric industry structure takes hold, it is likely that customers will benefit from having multiple options for the type of electric meter used to measure consumption and provide energy-related data to others.


	In the near term, to enhance a customer’s ability to secure hourly-metering capability in a timely fashion, customers should have the option of purchasing an hourly meter from PG&E or from an approved vendor.  If customers purchase a meter from a third party they are, of course, free to install that meter on the “customer side” of the existing utility meter without PG&E’s involvement in the activity.  (This is one of the three scenarios discussed in the Commission’s October 25 order.)  PG&E also supports the scenario in which a customer purchases a meter from a third party to replace the existing utility meter, provided that PG&E retain the responsibility for proper calibration and installation of the meter to ensure that PG&E standards for safety, reliability, and accuracy have been met.


	Depending on the ultimate structure of the energy services and related industries customers may also desire to have options as to the agent that provides the billing functions for electric service.  These options could begin to be made available to direct access customers early on as the direct access market unfolds.


	Of a customer’s average total electric bill, the cost of metering activities is less than 2 percent of the total and the cost of billing activities is less than 1 percent of the total bill.  Even if those options are made available at the outset of the direct access process, there are not likely to be avoided costs in the near term to PG&E associated with metering and billing. The basic reason for this is that most metering and billing infrastructure costs are “sunk costs,” that is, they are investments which have long been made and are irreversible.  Therefore, any source of avoided costs would most likely be associated with labor or other expense items.  In some cases there would be added costs due to transactions costs associated with third parties undertaking these functions.


	Distribution unbundling could cause cost shifting and create new stranded costs should PG&E be required to provide an “avoided cost” credit that bears no resemblance to the actual avoided cost, if any, associated with the customer opting for alternative unbundled service.


	In view of the minimal avoided costs associated with metering and billing options, and in light of the innumerable and more critical activities that must be accomplished in the next twelve months to prepare for the commencement of direct access in January 1998, it does not make sense to attempt to unbundle distribution functions in the same time frame. Keeping distribution services bundled would not preclude future consideration of the merits of distribution unbundling if the economics of these functions change over time due to changes in technology or other factors.  In this respect, PG&E agrees with the Commission when is states “we are not proposing competition in metering and billing as an objective in itself but as a means to achieve competition in Direct Access.” (D.96-10-074, p. 12).  PG&E does not believe unbundling these services is necessary at this time to implement direct access successfully.


Key policy implications and recommendations


Discussion of metering scenarios proposed by the Commission





	The Commission has requested in its decision that parties comment on several meter installation scenarios.�/   In addition, PG&E considered a scenario whereby residential customers use a load profile for direct access transactions in lieu of an hourly meter while all other direct access customers would have hourly-metering capability.  (This fourth scenario is consistent with the recommendation put forth by PG&E and Southern California Edison in their September 30 Joint Comments on the Direct Access Working Group (DAWG) report.)  Based on the incremental cost study performed by PG&E and discussed in section II below, systemwide installation of metering shows the lowest per unit meter cost of all three metering scenarios described by the Commission.  The fourth scenario shows no incremental cost for residential customers as they would be using load profiles in lieu of any new hourly meter.


	Viewed narrowly, one might conclude from this observation that systemwide deployment of hourly meters is the optimal choice among the metering scenarios in question.  However, it is also important to consider which of the following two public policy objectives is of the highest priority:  (1) providing consumers with choice of electric supplier or (2) providing consumers with hourly electricity price signals.  If providing price signals to customers is a priority, then there is merit to installing hourly meters for all customers whether or not they elect direct access.  If the primary objective is providing customers with choice of electric supplier, then it may not be appropriate or even fair to impose the cost of an hourly meter on a customer who chooses not to elect direct access.


	Having said this, PG&E does believe that in order to achieve the Policy Decision’s market-based objective of encouraging and allowing customers to respond to transparent hourly price signals, each customer’s electric meter must ultimately have the capability to record and communicate hourly usage data.  Also, hourly meters are needed to maximize the accuracy of settlements between the ISO and other market participants.  Today, only PG&E’s industrial customers have meters with those capabilities.  If price-signal responsiveness and precise settlements remain the primary objective, adding those metering capabilities to the remainder of PG&E’s customer base would require either that a second meter be installed behind the existing meter, or that all existing meters be retrofitted or replaced.


	If the Commission decides that systemwide metering is the preferred approach, PG&E is willing to facilitate such an effort, contingent on a cost recovery mechanism which allows PG&E to collect the costs of implemention.


	Absent a Commission mandate to commence systemwide metering in the near-term, PG&E reiterates its view (as stated in the September 30 Joint Comments with SCE on the DAWG report) that residential customers be allowed the option of participating in direct access by using a load profile in lieu of an hourly meter.  Non-residential customers, though, should be required to purchase an hourly meter to participate in direct access transactions, and PG&E is committed to working with parties to ensure that customers who desire hourly-metering capability can obtain it in an effective and practical manner.


	In any metering scenario, PG&E supports the notion of open access of basic meter data with standardized protocols to any party that would use that data to measure electric consumption, subject of course to appropriate customer confidentiality protections.


Third party billing





	PG&E has indicated that other parties could provide a single consolidated bill if they meet appropriate credit standards and assume various responsibilities.  PG&E also recognizes that many direct access customers and possibly direct access suppliers will ask PG&E to provide the consolidated bill.  Any option that results in consolidated billing by a party other than PG&E must, however, comport with the provisions of AB 1890.


	If third parties provided a single, consolidated bill to customers directly, PG&E would not likely avoid any costs and may, in fact, incur additional costs.  PG&E would still calculate the charges it is owed and would submit that information to the third-party biller, plus incur the transaction costs for changing the current billing arrangement.  Presumably, third parties would also incur some costs to deliver a bill to customers, and in the long run must recover those costs in some form from customers to remain a viable business entity.  Thus, PG&E believes that a consolidated bill provided by the utility would likely be the most economic alternative for customers seeking this option.  While there may be some incremental costs to PG&E of rendering such a bill, those costs are likely to be lower than the total costs incurred by a third party.


	The Commission also asked parties to comment on the issue of data security in the case where a third party performs billing.  PG&E has recommended to the Commission in its September 30, 1996 joint comments on the DAWG report that with respect to customer-specific information, the Commission determine that such data cannot be released without customer consent (so-called “opt-in” approach.)  PG&E recommends that this same high standard of confidential treatment of customer information be required of any third party biller.  Commitment to this standard could be ensured through release of data under a Commission-approved customer information release agreement signed by each third-party provider.


Cost shifting and stranded cost risks





	It is important to clarify why distribution unbundling could lead to cost-shifting and new stranded costs.  The implication of distribution unbundling is the creation of avoided cost credits provided by the utility to a customer or third party provider.  As the Commission stated in its October decision, a cost credit would be based on “the cost which the utility would not incur if the utility or another party offers a billing or metering choice not now available from the utility.”


	The complexities of avoided cost analysis are discussed at length in section III of this filing.  The gist of that discussion is that it is very difficult to determine the correct avoided cost credit (or charge) from billing or metering one less customer, especially when new utility activities and attendant costs result from a third party doing these functions.  


	It would also be inappropriate to use average costs for purposes of determining an avoided cost credit in specific instances, since marketers will be motivated to seek out the lower cost customers.  A credit based on averages would overstate the savings, and shift costs to other customers (most notably those with a higher cost of service) and/or utility shareholders.  


	Cost shifting resulting from implementing competition in generation services is prohibited by both legislative restrictions (AB 1890, Section 368(b)), as well as by the Commission’s own policy.  If the Commission decides to introduce competition in non-generation services, it would be inappropriate to do so without providing for the same set of equity principles set forth in the Policy Decision and AB 1890.


	PG&E believes that any stranded costs generated by a Commission determination�/  that the public interest is served by unbundling distribution services should be allocated to ratepayers, including those selecting alternate providers.  Similar to the treatment afforded above-market generation costs so carefully considered through the Policy Decision and AB 1890, these metering and billing costs were undertaken on behalf of all ratepayers as part of the utility’s obligation to provide universal service to all customers requesting such service.  Were the Commission to determine that the introduction of competition in the provision of these services is now warranted, PG&E would expect that the Commission would provide for the recovery of the costs now rendered “above market” as a result of cost efficiencies available to new unregulated entrants who are not subject to an obligation to serve all customers.


	Moreover, consistent with the Policy Decision and legislative treatment of the labor-related transition costs associated with competition in the generation market, PG&E would also expect that the Commission would provide for the recovery of costs of the severance, retraining, early retirement, outplacement, and related expenses for employees who are impacted by whatever level of unbundling the Commission deems appropriate.


	One way to ensure that these costs are shared equitably by all ratepayers, including those choosing service from another service provider, is to only provide an avoided cost credit to the extent that one exists, and only equal to the amounts which are truly avoided.  To do otherwise would have the practical effect of shifting costs to other customers by extending the period of time during which rates are frozen, and/or to PG&E’s shareholders, to the extent that utility CTCs are not collected by the legislatively-provided end of the rate freeze.


�
incremental cost analysis of metering and billing





	As requested by the Commission, PG&E has performed a preliminary cost study of the incremental costs of metering and billing.�/  This study, and the economic theory underpinning it, is fully described in the Appendix to this filing.  Table 2 of the Appendix summarizes the results of the incremental cost study.  


	As a threshold point, PG&E would emphasize the that incremental costs associated with the meter rollout scenarios should not be the basis for determining the level of credits, if any, which should be given to customers who elect third-party providers of these services.  Long term incremental costs are intended to capture the full forward-looking change in costs caused by providing a service.  For example, the long-term incremental cost of metering includes the full costs of a new meter, installation and calibration, and the long term cost of maintenance.  As discussed below in Section III of this filing, the appropriate basis for credits, if any, is an avoided cost study.


	  The primary usefulness of the incremental cost analysis is to provide a comparison of the relative economics of the various metering scenarios that the Commission specified in its decision.  In particular, the incremental cost table demonstrates that systemwide meter deployment has the lowest per unit cost.  For residential customers, the incremental cost of systemwide deployment is about one fifth of the cost of individually installed meters.  For commercial and agricultural customers, the ratio is roughly on the order of one third.  For industrial customers there is no change since the current “default” meter is an hourly meter.  As discussed earlier (Section I.A above), however, this observation does not necessarily lead to the conclusion that systemwide metering is the preferable approach.


	PG&E’s incremental cost study must be qualified in several respects.  First, in order to quantify the estimated incremental costs, PG&E had to make numerous assumptions, such as meter technology, to flesh out the three scenarios defined by the Commission.  Naturally, if the assumptions change, the incremental costs will change.


	Second, PG&E performed its analysis at a highly “averaged” level of detail. For example, PG&E grouped all of its customers into four broad categories -- residential, commercial, industrial, and agricultural.  Also, PG&E excluded some cost distinctions, most notably, geographic distinctions. These simplifications were necessary to keep the analysis manageable given the very short time period for completing the study.


CREDITS for metering and billing





	


	This section addresses the basis, if any, for a utility credit to customers who wish to have third parties do their billing and metering should the Commission order those services to be unbundled.�/ 


	In summary, given the complexities involved in conducting an adequate avoided cost study, and the limited time available, PG&E has not performed a detailed analysis which would justify the Commission’s setting of specific credits.  However, the analysis that has been performed yields two conclusions.  First, the avoided costs of metering and billing, if any, would be very small.  The basic reason for this is that most metering and billing infrastructure costs are “sunk costs,” that is, they are investments which have already been made and are irreversible.  Therefore, any source of avoided costs would most likely be associated with labor or other expense items.  In some cases there would be added costs due to transactions costs associated with third parties undertaking these functions.


	Second, as shown in Figure 1, the total costs to customers of metering and billing, which includes labor, other expenses, and the recovery of related capital investment, represent 2 percent and 1 percent, respectively, of an average customer bill. The avoided cost, if any, to PG&E resulting from a third party providing these services, or a portion of them, would be a small fraction of the average customer bill.


	For both these reasons PG&E believes that further pursuit of unbundling these functions at present is a resource-intensive exercise with very limited potential benefit to customers.  The remainder of this section discusses the details which must be considered in performing an avoided cost study, and why these costs would likely be small or even negative.�
Figure 1:  Breakdown of Estimated 1998 Electric Revenue Requirement
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Avoided costs should be the basis of any cost credit





	As the Commission states in its October 25 decision, a cost credit would be defined as the net cost which the utility avoids by virtue of the fact that some service choice not currently available from the utility is being introduced either by the utility or by some other entity.  In this regard, cost credits are very context-specific, as their determination requires a detailed examination of the extent to which current practices would be altered to accommodate the provision of the new service.  In some cases, accommodation of new service providers could engender additional costs (i.e., “negative” avoided costs) which would have to be netted against any possible savings..


�
Source of Any Utility Cost Credit





	As regards metering, meter reading and billing, the three services discussed as part of these comments, some of the parameters which affect the extent and magnitude of any appropriate cost credits are: 





the default obligation on the part of the utility to provide this service to remaining customers;


the default obligation on the part of the utility to “back-up” the provision of this service to those selecting alternate suppliers, but able to return to utility service with minimal or no notice and at their discretion;


the meter roll-out scenario being considered (i.e., individual meters without replacement, individual meters with replacement, system-wide rollout with replacement), and the resulting penetration; 


customer class (residential, agricultural, commercial, industrial);


customer location (rural, urban); and


other services which the utility continues be obligated to provide (e.g., gas meter reading)





	A number of the cost elements vary considerably depending on the specific nature of the costs, locational and other relevant attributes, and the particular assumptions made regarding the meter roll out scenario and who would be providing the particular services.  The potential for cost credits from metering, meter reading, and billing is discussed further below.


Metering and meter reading





	Meter Costs





	Generally speaking, the existing meters installed at customer premises represent costs already incurred.  In a systemwide rollout of hourly meters, PG&E is potentially able to retrofit the existing meter in order to equip it with the technical capability necessary to allow its use in an hourly measurement capacity.  In order for PG&E to realize an avoided cost credit, existing meters would have to be removed and reused in order to avoid the purchase of another similar meter.  Approximately 60% of the existing residential meters would not be deployable at other customer premises (they are based on a pre-1975 technology and do not lend themselves to accommodating a retrofit of hourly meter capability); thus, only 40% of the existing meters have any potential value.  The reuse of these meters could, theoretically, obviate the need to buy an equivalent meter.  The value that could be so derived from a reusable meter would be the cost of a new meter delivered to one of PG&E’s meter warehouses, netted against any inspection and refurbishing costs needed to ensure that the existing meter is ready for service, and adjusted to reflect reduced remaining service life.  


	This avoided cost would not include the costs of installing and maintaining the meter at another location, or maintaining the new meter at the present location,�/  since such costs would not be avoided.  In addition, the removal of the meter could generate additional costs, in that the removal and disposal costs of the meters which could not be redeployed would be netted against the opportunity value of those which could.  Finally, PG&E’s customer information system would have to record and track the meter change, and this would incur an additional cost.


	An opportunity for an avoided cost credit associated with the meter and meter maintenance occurs where the existing meter is replaced.  Where the existing meter remains in place, and thus PG&E must continue to maintain the meter, it is not afforded the opportunity to redeploy the meter to another premise.  Where meters are individually replaced, PG&E is potentially able to redeploy the meter to another premise which is not requesting direct access service.


	Meter Reading


	PG&E currently reads approximately 4.8 million electric and 3.7 million gas meters. Two thirds of PG&E’s electric meters are at premises which have both a gas and electric meter (“two-meter” premises).  For the residential class this proportion is 75 percent.  The source of any possible avoided cost credit for meter reading would be based on the amount of time that a meter reader would not have to spend at a given premise to read the electric meter.  For two-meter premises, this would be based on the amount of time that a meter reader would not have to spend reading the second meter (estimated at 25% of the total time to walk to the premises and read the meter).  For electric-only premises, this would be based on the amount of time necessary to visit the premise and read the meter.


	In addition to whether meters are at single- or two-meter premises, meter reading costs are also particularly sensitive to locational attributes.  The costs of reading meters in an urban/suburban setting where premises are physically proximate are dramatically different than in remote locations.  As stated earlier, it would be inappropriate to use average costs for purposes of determining an avoided cost credit, since to do so would overstate the savings in cases where marketers seek out the lower-cost customers.  This would result in shifting costs to other customers and/or to utility shareholders, in violation of AB 1890 and the Commission’s Policy Decision.


	The meter roll out scenarios which provide an opportunity for an avoided cost credit associated with the meter reading are those in which the new meter is read remotely.  Where the existing meter remains in place, PG&E must continue to read the meter.  With meter replacement, the new meter will be read by either two-way phone lines or radio frequency


Billing





	Billing involves processing the billing information, generating a bill and mailing the bill to the customer.  PG&E has not included collections of overdue accounts as part of these comments.  About two thirds of the bills PG&E sends out are combined gas and electric bills (75 percent for residential).  PG&E does not expect that it would avoid any costs associated with billing under any scenario.  Irrespective as to whether the existing meter remains in place, or is replaced by a new meter, PG&E would need to obtain the information in order to generate a bill for either the customer or the third party biller.  In some cases, PG&E would incur additional costs, as is currently the case with third party billing for gas.  PG&E must send a bill to the third party and a statement to the customer (in order to “insure proper notice of utility-proposed charges and customer usage.”�/)  Moreover, no avoided costs credits could be  provided in instances in which PG&E bills for electricity and gas, and a bill would still need to be rendered for the other product.


	It has been suggested that PG&E would save costs by combining the bills of customers served by a particular aggregator, and sending those bills to the aggregator in one envelope, thus saving postage costs.  Postage costs might be saved, but those savings would be more than offset by the increased costs of special handling and by lengthening the accounts receivable time for those customers.  Such a lengthening could occur if PG&E has to wait until the end of the month for all customer meters to be read, before sending a group of bills to the aggregator.


Methodology for determining credits 


	In order to define the data necessary to estimate any cost credit, PG&E would need to engage in an extensive activity-based accounting exercise to essentially “create” a specified hypothetical scenario and estimate how much of the metering and billing costs which PG&E would otherwise have incurred would now be avoided.  This would also require an estimation of additional costs required to accommodate a new service provider (as in the case of third party billing of natural gas described above). 


	An important requirement for this exercise would be a clear articulation of whether the utility has an ongoing obligation to provide this service to those not choosing the third party service (and/or to those wishing to return to utility service), since many existing costs would continue to be incurred.  This is important because PG&E would be required to continue to spend money maintaining and upgrading systems for remaining and for potentially returning customers, and the likelihood of realizing avoided costs would be diminished. 


	The method would need to consider the cost differences implied by customer-segment and geographic-specific factors, such as urban versus rural cost differences in meter reading, upholding long-standing Commission practices of recognizing cost of service differences according to customer class, size, and location.


�
Allocation of the Credit





	Any credit offered to selected customers would presumably be allocated to distribution revenues, as these costs are currently part of the distribution revenue requirement per PG&E’s December 6, 1996 Unbundling Application.  The issue of allocation of incremental metering and billing costs is discussed further in section IV.A below.





comments on cost allocation and contestable markets





Cost Allocation





	The Commission requested the utilities to address the issue of allocating incremental costs of revenue cycle services to the major functions of generation, transmission and distribution.�/   It has been long-standing Commission policy that metering, meter reading and billing are distribution costs.  PG&E sees no reason to create an artificial allocation of these services among functions as a result of electric restructuring.  It is only when a meter provides services to two entities that a cost allocation issue arises.


	As the Decision notes, the first meter roll-out scenario does not present the need to consider how the incremental costs of meters, meter reading and billing will be allocated: “...this strategy does not require the contentious allocation of common metering and billing costs.  Although this strategy implies some duplicate costs with two meters, the distribution utility does not avoid incurring any of its existing costs because it retains its existing metering and billing capability which, in turn, implies that it cannot credit the hourly meter with any avoided cost.”  Thus, the duplicate metering and meter reading costs would be borne by the entity installing the meter.  These costs would previously be passed through to the ultimate consumer.


	The second and third scenarios require replacement of existing meters with new meters, that could provide services to both the utility and marketers.  If the distribution utility owns these new meters, it could “absorb” the new costs at levels equal to whatever meter and meter reading costs associated with the current meter arrangement that it now avoids.  To the extent that there are incremental costs above utility avoided costs, marketers or ultimate end use customers should pay these costs, since they are incurred in order to facilitate Direct Access.  If a marketer owns the meter, the utility should bear no incremental costs, since the new meter is needed only for direct access and not services provided by the distribution company.


	Contestable Markets





	The Commission asked parties to comment on issues of barriers to entry, economies of scope and scale and market contestability.�/   Beyond its observations on the metering scenarios, based on PG&E’s incremental cost study, PG&E's view is that it is difficult to comment further on these issues without a more full development of different metering build-out scenarios.  PG&E urges the Commission to build a more comprehensive record on this issue before it sets in motion unbundling decisions.  We look forward to participating in these technical and economic discussions


CONCLUSION


	PG&E believes that the benefits of direct access can be made available to customers in the near term without unbundling distribution services.  PG&E is eager to work with parties to ensure that the appropriate metering and billing arrangements are in place for customers coincident with their eligibility for direct access.  Over time, as technologies and market economics dictate, the unbundling of certain revenue cycle functions may be appropriate but should be preceded by a thorough analysis and understanding of all costs and public interest issues related to these functions.
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December 20, 1996


� /	These are:  (1) installing an hourly meter in addition to the existing meter; (2) replacing the existing meter with an hourly meter; and (3) systemwide hourly meter deployment.


� /	Such a determination should only be made after a full analysis by the Commission of the many factors it considered before ordering unbundling of generation.


� /	As more fully set forth in the Appendix, by “metering and billing” PG&E means only those functions and activities needed to collect data and render a bill each month.  Metering includes meter installation (purchase, installation and maintenance of the meter) and meter reading activities required to retrieve revenue data from the meter and upload the data to the computer system for billing calculations.  Billing includes the steps up to and including the mailing of the bill; it does not include collection and payment processing activities, or call center costs.


� /	The October 25 decision provides: 





“...PG&E, SCE and SDG&E to describe the source of any utility cost credit, a methodology which defines precisely the data necessary to estimate this cost credit and a specific policy to allocate any stranded cost across stakeholders including ratepayers, employees and shareholders.  By cost credit, we mean the cost which the utility will not incur if the utility or another party offers a billing or metering choice not now available from the utility.  We ask other parties to provide this information about cost credits but we will assume any party who does not provide this cost information agrees that the credit is effectively zero.  We also ask each party to allocate any common credit across the billed services of generation, transmission and distribution as well as CTC and the public good surcharge.”


� /	Consistent with its recommendation in these comments, PG&E is assuming that it will maintain current and new meters.  Therefore there will be a cost associated with this ongoing function.  These costs are reflected in the long-run incremental costs presented in the previous section.  


� /	Resolution G-2596, dated June 19, 1991, Conclusion 11.


� /	We require PG&E, SCE and SDG&E to provide by December 20, 1996, their estimates of the incremental cost for each major customer class on a per customer-month basis of hourly meters on both an individual and a system-wide basis. We also require allocation of these incremental costs to generation, transmission, and distribution services. (D96-10-074, p.15)


� /	Fourth, with respect to potential competition in metering and billing services, we ask parties to describe the conditions for open entry in these markets and any existing barriers to entry. We ask parties whether significant economies of scope exist between metering and billing or within each of these functions and whether significant economies of scale exist in either metering or billing functions. If a party concludes that the market is contestable in the sense that potential entry will drive price to incremental cost, describe why the Commission should not require the utilities to file incremental cost based rates. (D.96-10-074, p. 13)
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